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CERTIFIED PUBLIC ACCOUNTANT

Independent Auditor’'s Report

To the Board of Directors
The Arc of DeScto
Mansfield, Louisiana

| have audited the accompanying statements of financial position of The Arc of DeScto, (a
nonprofit carporation} as of June 30, 2008 and 2007, and the related statements of activities,
functional expenses and cash flows for the years then ended. These financial statements are the
responsibility of the organization's maragement. My responsibility is to express an opinicn on
these financial statements based on my audit,

| conducted my audit in accordance with suditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that | plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amount and disclosures in the financial statements. An audit alsa
includes assessing the accourting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. | believe that my
audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of The Arc of DeSoto as of June 30, 2008 and 2007, and the changes in its
net assets and its cash flows for the years then ended in conformity with accounting principies
generally accepted in the United States of America.

In accordance with Gavernment Auditing Standards, | have alsa issued my report dated February
23, 2008, on my consideration of The Arc of DeSoto’s internal control over financlal reporting and
my tests of its compliance with certain provisions of laws, regulaticns, contracts and grant
agreements and other matters. The purpose cof that report is to describe the scope of my testing
of internal control over financial reporting and compliance and the results of that testirg, and not
to provide an opinion on the internal control over financia! reporting or on compliance. That report
is an integral part of an audit performed In accordance with Government Auditing Standards and
important for assessing the resuits of my audit.

JMKQ a(ém{ crir

Mansfield, Louisiana
February 23, 2009



ARC OF DESOTO

Statements of Financial Position

June 30, 2008 and 2007

ASSETS
Current Assets
Cash
Accounts Receivable
Total current assels

Property, Plant & Equipment
Buildings
Land
Furniture and fixtures
Machinery and eguiprnant
Vehicles
Sheltered workshop equipment
Total property, plant & eguipment
Lass: Accumulated Depreciation
Net property and equipmsant

Cther Assets
Prepaid FProfessional Fees
Deposit-Ulilities
Total other assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS

Current Liabilities
Accounts payable
Payroll taxes payable
Total current liabllities

Net Assels
Unreslricted:
Board aperation fund
Fixed assels
Designated for programs
Total unrestricted net assets

TOTAL LIABILITIES AND NET ASSETS

2008 2007

$ 52,361 98,394
31,011 25,308

83,362 123,792

282,072 282,072

8,000 8,000

3,806 3,856

25,868 25,868

154,721 154,721

32,391 32,391

508,908 506,808
(274,140) (232.456)

232,768 234,452

416

50 50

50 466

$ 315,180 378,710
5 6,409 3,929
4,013 3,883

10,812 7,612

7,686 8,205

232,788 254,452

85,204 108,441

305,668 371,008

$ 316,180 378,710

The accompanying notes are an integral part of part of the financial statements.




ARC OF DESOTO
Statements of Activities
For the years ended June 30, 2008 and 2007

2007 2006
Unrestricted Net Assets
Revenues and other support:
Community Homes - contractual 40,992 40,992
Medicaid Incoma 198,080 208,170
United Way 6,826 G,716
Membership dues 8,757 2,050
Interest and dividend income 499 694
Service income - shelterad warkshop 51,698 47 851
Miscellaneous 1,701 13,130
Tetal increase in net assets 308,553 315,403
Expenses
Program Services
Adult hahilitation services 336,348 340,409
Sheltered workshop 36,495 34,301
Cther programs 1,141 © 5B7
Total decrease in net assels 373,983 376,277
Net Increase {decrease) in unrestricted net assets {65,430} (59.874)
Unrestricted net assets, beginning of year 371,098 430,972
Unrestricted net assets, end of year 5 Jo5668 § 371,088

The accompanying notes are an integral part of the financial statemeznts.



ARC OF DESOTQ

Statemant of Functional Expenses
For the year ended June 30, 2008

Adult
Habilitation Sheitered Other
Services Workshop Programs
Bank Charges 145
Client Expense 1,089 2,016
Depreciation 20,836 848
Drug Testing 144
Dues & Subscriptions
Employee Benefits 1,625
Fuel-Auto 32,574 -
Insurance 51,827 -
Licenses & Permits 137
Maintenance- vehicles 11,202
Office Expenses/Supplies 7,608
Payroll Tax Expense 12,982
Professional Fees 11,747
Repairs/Maintenance 2,061
Salaries and wages 164,700~ 19197
Security 1,117
Staff Training 721
Supplies 14,435
Telephona 4,879
Travel 608
Utilities 10,360
Other Expenses 1,141
Total program services expenses 5 3363468 § 36496 8 1,141

The accompanying noles are an integral part of the financial slatements,



Advertising

Bank Charges

Client Expensa
Depreciatian

Brug Testing

Dues & Subscriptions
Employee Benefits
Fuel-Auto

Insurance

Licenses & Permits
Maintenance- vehicles
Office Expense/Supplies
Payrolt Tax Expense
Professional Fees
Repairs/Malntenance
Salaries and wages
Security

Staff Training
Supplies

Telephone

Travel

Utilities

Other expense

Tatal program services expenses $

ARC OF DESOTQ

Statement of Functional Expenses
For the year ended June 30, 2007

Adult
Habilitation
Services

Sheltered
Workshop

Other
Programs

$ 37
240
105

28,370
638
256

1,525
28,872
52,191
20
7,982
7,782
12,845
11,315
7,307
160,336
1,806
727

4,586
2,621
11,328

2,361
B48

17,094

13,998

340,408

$

34,301

3

1,667

——

1,687

The accompanying notes are an integral part of the financtal statements,



ARC OF DESQTO
Statements of Cash Flows
For the yeaars ended June 30, 2008 and 2007

2008 2007
CASH FLOWS FRONM OPERATING ACTIVITIES
Change in Unrestrictec Nat Assets S (65430) § (59,874)
Adjustments to Recancile Net Income(l oss) to Net Cash Provided By
{Used in) Operating Activities:
Depreciation 21,684 29,218
Losses (Gains) on Sales of Fixed Assats
Decrease (Increase) in Operating Assets:
Accounts Receivable (5,613 3,811
Prepaids 415 10,672
Increase {Decrease) in Operating Liabilities:
Accounts Payable 2,870 {789)
Payroll Tax Liahilities 330 2,637
Total Adjustments 19,387 45,449
Net Cash Provided By (Used In} Operating Activities {46,043 [14,425)
CASH FLOWS FROM INVESTING ACTIVITIES
Net Cash Provided By (Used In) Investing Activities
NET INCREASE [DECREASE) IN CASH (46,043) (14,425)
CASH AT BEGINNING OF PERIOD g8 394 112,819
CASH AT END OF PERIOD ] 52,351 g 98,394

The accompanying notes are an integral part of the financial statements.



ARC OF DESOTO

Notes to Financial Statements
June 30, 2008 and 2007

Note A. Nature of Activities and Summary of Significant Accounting Policies

Nature of Activities

The Arc of DeSoto is a8 nonprofit corporation under the laws of the State of Louisiana. The Arc of DeSoto (The Arc)
was established to provide habilitation services to developmental disabled persons ages 18 years and older within
DeSoto Parish, Louisiana, These activities are reported under the Aduit habilitaticn services program. The Arc also
provides vocationa! services reported s the Sheltered workshop program in which the clients can work and earn
wages for such things as lawn care, Janitorial services, cooking and irening. The organization Is primarily supported
through Medicaid payments. Approximately 65% of the Arc's support for the years ended June 30, 2008 and 2007
came from this agency.

Basis of Agcounting

The accompanying financiai statemants have been prepared on the accrual basis of accounting in accordance with
generally accepted accounting principles.

Basis of Presentation

Financial statement presentation follows the recommendations of the Financial Accounting Standards Board in its
Statement of Financial Accounting Standards (SFAS) No. 117, Financial Statemenls for Net-for-Profit
Organizations. Under SFAS No. 117, The Arc is required to report information regarding its financial position and
activities according to three classes of net assets: unrestricted net assets, temporarily restricted net assets, and
permanently restricted net assets. The Arc has not received any revenues or contributions with restrictions that
would result in permanently restricted net assets. SFAS No. 117 also requires a not-for-profit arganization to
provide information about expenses by functional classifications. The Statement of Activitles presents the
expenses charged directly to program or supporting services hased on specifie identification.

Cash and/or Cash Equivalents

For the purposes of the statement of cash flows, The Arc of DeSoto considers all unrestricted highly liquid
investments with an initial maturity of three manths or less to be cash equivalenis. The camying value of cash
approximates fair-value because of the liquidity of those financial instruments. The Federal Deposit Insurance
Corporation as of June 30, 2008 insures the checking accounts at each instifution. The Board has a checking
aceount for contributions that are used solely for client expenses that are not aflowed under the state’s contract.

Property and Equipment

Property and equipment are carried at cast or if donated, at the approximate fair value at the date of donation. The
State of Louislana has a reversionary interest in property purchased with state funds. its disposition as well as the
ownership of any procaeds therefore is subject to state ragulations.

The Arc of DeSoto follows the practice of capitalizing, at cost, all expenditures for fixed assets in excess of $500.
Depreciation is computed using the straight-line methad over the estimated useful life of each asset generally as
follows:

Buildings and improvements 31.5 years
Furniture and eguipment 7 years
Vans 5 years

The net fixed asset balance has been recorded as a separate component in unrestricted net assets. Depreciation
expense for June 30, 2008 and 2007 is $21,684 and $29,218, respectively.



ARC QOF DESOTO

Notes to Financial Statements
June 30, 2008 and 2007

Income Taxes

The Arc of DeSoto is a nonprofit corporation and is exempt from state and federal income taxes under Section
501(c) (3) of the Intemal Revenue Code. No provision for income taxes has been made in these financial
statements. However, income from certain activities not directly related to the tax-exempt purposes of the
Association is subject to taxation as unrelated business income. The Arc of DeSolo had no such income for this
audit period.

Revenue and Suppart

The Arc of DeSoto recelves its support primarily from Medicald reimbursements and the Office for Citizens with
Develcpmental Disabilities. Revenue is reported as unrestricted support due to the restrictions placed on those
funds by the furding sources being met in the same reporting period as the revenue is eamed. The Arc of DeSoto
receives ather contractual revenue from local community homes for the services pravided to their clients.

Contributions of donated non-cash assets are recorded at their fair value in the period received. Contribulions are
considered to be available for unresiricted use unless specifically restricted by the donor. Amounts received that
are restricted by the doror for specific purposes are reported as temporarily restricted or permanently restricted
support that increases those net asset classes. When a temporary restriction expires, temporarily restricted net
assels are reclassified to unrestricted net assets and reportad in the statement of activities as net assets relezsad
from restrictions. The Arc had no tempararily or permanently restricted net assets for year ended June 30, 2008.

Retirement Obligatians

The employees of The Arc of DeSoto participate in a 401(k) thrift plan. The Arc will match 50% of the first 6% of
salary confributed by the employee, and the employee is fully vested in five years. “"he Arc of DeSclo's
contributions for 2008 and 2007 were $1,525 and $1,525, respectively.

Estmates
The preparation of financial statements in conformity with generslly accepted accounting principles requires
management to make estimates and assumptions that affect cerain reporled amounts and disclosures.

Accordingly, actual results could differ from those estimates,

Compensated Absences

Compensated absences are not recorded in the financial statements because all employees take the same week
vacaticn in June and 10-day vacation in December. Leave is accumulated but if not used, is only paid if the
employee is terminated; therefore the amount cannot be reasonably estimated.

Note B. Accounts Receivable

The accounts receivable consists of the foliowing far the years ended June 30:

2008 2007
Community Homes 10,248 3416
Medicaid Waivers 15,681 17,009
United Way of Northwest LA 5,083 4,973

$ 3,011 & 25,398




ARC OF DESOTO

Notes to Financial Statements -
June 30, 2008 and 2007

Note C. Contingency/ Subsequent Events and Management Plans

In fiscal year ending June 30, 2007, The Arc of DeScto changed frum a fixed sisle contract to direct Medicaid
reimbursements based on client attendance. This resulted in an approximate 18% decrease in the Arc's client
revenue. This together with the fact that the during these lwo years minimum wage increased and fuel and
insurance prices were higher than normal resulted in a combined total loss of $125,304 for fiscal years 2008 and
2007. These faclors have created an uncertainty about the organization's ability to continue operations and
continue as a going concern. Tha financial statements do not include any adjustments that might be necessary if
the Arc is unable to continue.

Qn July 22, 2008, the DeSoto Parish Police Jury signed a cooperative endeavor agreement to give the Arc of
DeSoto $35,000 ($8,000 over six months) “to help support and provide services for mentally challenged individuals
of the Parish.” The DeScto Parish Police Jury has also included $72,000 in its calendar ysar 2009 budget to again
support the DeSoto Arc,

Management and the Board continue pursuing new grant funding and operating revenue sources to estahlish an
adeguste cash flow,
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CERTIFIED PUBLIC ACCOUNTANT

REPORT ON INTERNAL CONTRCOL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT GF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directars
The Arc of DeSoto
Mansfield, LA

| have sudited the financial statements of The Arc of DeSoto {a nonprofit corporation} as of and
for the years ended June 30, 2008 and 2007, and have issued my repart thereon dated February
23, 2009. | conducted my audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contzained in
Government Auditing Standards, issued by the Comptroller Ganeral of the Linitad States.

Internal Control Over Financial Reporting

In planning and perferming my audit, | considered The Arc of DaSoto’s internal control over
finaneial reporting as a basis for designing my auditing procedures for the purpose of expressing
my apinion on the financial statements, but not for the purpose of expressing an opin on on the
effectiveness of Arc of DeSoto’s internal control over financial reporting. Accordingly, | do not
express an opinion on the effectiveness of Arc of DeSolo’s internel control ove- financial
reporting.

My consideration of internal controt aver financial reporting was for the limited purpose described
in the preceding paragraph and would not necessarily identify all deficiencies in Internal control
over financial reporting that might be significant deficlencies or material weaknassas, Howevar,
as discussed below, | did identify certain deficiencles in internal control over financial reporting
that I considar to be significant deficlancies.

A control deficiency exists when the design or operation of a control does not allow managemeant
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a fimely basis. A significant deficiency is a control deficiency, or combination of
control daficiencies, that adversely affects the organization's ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles, such that there is more than a remote likelihood that a misstatement of the
organization's financial statements that is more than inconsequential will not be prevented or
detected by the arganization's Internal control. | consider the deficiencies described in the
accompanying schedule of findings and responses to be significant deficiencies in internal control
over financial reporting: 2008-01, 2008-02, and 2008-03.

A material weakness is a significant deficienay, or combination of significan! deficiencies, that
results in more than a rerote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the Arc of DeSoto's internal control.

My consideration of the internal control over financial reporting was for the limited purpose
describad in the first paragraph of this section and would not necessarily identify all deficlencies
in the Internal control that might be significant deficiencies and, accordingly. would not
recessarily disclose all significant deficiencies that are also considered te be material
weaknesses. However, | believe that none of the significant deflciencies described above is a
material weakness.

10



Compliance and Other Matters

As part of obtaining reasonable assurance about whether The Arc of DeSoln's financial
statements are free of materlal misstatement, | performed tests of its compliance with certain
provisions of faws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compitance with those provisions was not an objective of my audit, and
accordingly, | do not express such an opinion. The results of my tests disclosed one instance of
noncompliance thzat is required to be reported under Government Auditing Standards and which
is described in the accompanying scheduls of findings and responses as; item 2008-04,

Arc of DeSoto's response to the findings identified in my audit is described in the accompanying
schedule of findings and responses. | did not audit DeSoto Arc’s response and, accordingly, |
express no opinion on it.

This report is Intended solely for the information and use of the board of directors, management,
others within the organization, the Legislative Auditor, and the cognizant agencies and is not
intended to be and should not be used by anyone other than these specified pariles. Under
Louisiana Revised Statute 24:513, this report Is a public document and its distribution is not
limited.

Kﬁ,&m /ﬁ acgu,_ P

Mansfield, Louisiana
February 23, 2009

11



ARC OF DESOTO
Schedule of Finding and Raspanses
Far the Year ended June 30, 2008

Part 1. Summary of Auditor's Results
INDEPENDENT AUDRITQR'S REPORT:

[ have audited the statements of financial position of the Arc of DeSoto as of and for the years ended
June 30, 2008 and 2007, and the related statements of activities, functional expenses and cash flows
and have issued my report thereon dated February 23, 2009. 1 conducted my audit in accordance
with auditing standards generaily accepted in the Uniled States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the Unitaed States, My audit of the above referenced financial statements as of June 30,
2008 and 2007 resulted in an unguelified opinion.

REFORT ON INTERNAL CONTROL AND COMPLIANCE OVER THE FINANCIAL STATEMENTS:

Internal Cantrol

Significant Deficiency X Yes [] No

Material Weaknesses 1 Yes B No
Compliance

Compliance Material to Financial Statements Yes ™ Neo

A management letter was not issusd.
FEDERAL AWARDS

Not applicable

Part ll. Findings relating to the Financial Statements, which are requirad to be reported under
Government Auditing Standards.

FINDINGS RELATED TO INTERNAL CONTROL
2008-01. Inadequate design of internal contro! over financial staternant preparation.

Criteria, In the past, auditors were able to draft the financial statements with management accepting
responsibility. Effective far financial statements ending on or after December 15, 2006, Statements on
Audifing Standards 112 expands management's responsibility to ensure the proprietary and
completeness of the financial statements and related footnotes.

Finding. The Arc's staff responsible for preparation of the financial statements and related footnote
disclosure in accordance with generzlly accepted accounting principles (GAAP) lacks the resources
and/or know!edge necessary to internally complete the reporting requirements.

Recommendation: The Arc should either 1) obtain the resources andfor knowledge necessary to
internally prepare or review the auditor's preparation of the financial statements and related footnote
disclgsures in accordance with GAAP, or 2} determine if the cost of No. 1) overrides the benefit of
correcting this control deficiency.

12



2008-02. Related party

Criterla. For good internal control, the Board of Directors should monitor hiring practices within the
organization. The minutes of the Board of Directars should document the maonitoring of management and
other business brought before it.

Finding. Esmployee records were reviewsd and in July 2007, the brother of the executive director was
hired. In May 2007, an employee with a criminal record was hired. There is no mention of authorization by
the Boarc of Directors of either hire or approval of their pay rates in the Board of Director minutes. Also,
the October minutes stated, "Due to absence of the Board's Secretary at previous meeting, there were no
minutes o apprave.”

Recommendation. When there are extraordinary circumstances as in this finding, i would a better
practice to have proper monitaring of the hiring process, With approximately 'welve employees, all new
employees and their pay rates could and should be approved by the Board of Directors. Also, there
should be minutes for all meetings. If there is no secretary, someone should be appointed at the meeting.

2008-03 inadequate segregation of duties.

Criteria. Good intemal control requires that different personnel be assigned to authorize transactions,
record transactions, and maintain custody of assets.

Finding. The Arc does not have adequate segregation of duties within the billing and accounts receivable
function of the accounting system. The center bills for client reimhursement and client sheltered workshop
income and records the receipts. There is no compensating general ledger contral accourt to reconcile
the billings with the receipts.

Recommendation: The duties should be segregated to the extent possible to prevent both irtentional and
unintentional errors. Segregation includes 1) separating the initializing of bilfing transactions and the
subsequent custody and recording of the receipts and 2) separating monitoring responsibility from record
keeping. The organization should utifize general ledger accounts receivable control accounts to reconcile
the billings, receipts, and oulstanding accounts receivables.

FINDING RELATED TO COMFLIANCE

2008-04. Violation of the Loulsiana Audit Law

Criteria. Louisiana Revised Statutes require the DeSoto Arc to submit annual financial statements to the
Louislana Legislative Auditor within six {6) months of the end of the fiscal year.

Finding. The Arc failed to submit the annual financial statements within the required time.

Recommendation. Beczuse of a death in my family, 1, as auditor, was unable to complete the audit before
the required due date.

13



ARC OF DESOTO
Summary Schedule of Prior Audit Findings
For the Year ended June 30, 2008

Prior year findings:

Thera were no findings for the year ended June 30, 2007 to be reported.
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“The Of,zma a/[ DeSoto

1528 OLD JEFFERSON HIGHWAY
MANSFIELD, LOUISIANA 71052

P.O.BOX 1238 MARVA M. WARMSLEY, DIRECTOR
FAX (318) B72-3233 Telephane (318) 872-3255
Respanse to Current Year Ending for the Year Ended June 30, 2008

2008-01 Financial statement preparation

Based upon the cost versus benefit of obtaining the necessary resources and/or treining. We
have determined that is not cost effactive to abtain the necessary qualifications and training to
establish internal controls over the prepare to of financial statements in accordanez with GAAP.
We feel it is in my interest to continue to outsource this task to the independent avditor, and to
carefully review the draft financial statements and notes prior to approving them and accenting
responsibility for their content and presentation

2008-02 Related Parties

New employees hired to the ARC will be approved by the board and documented ir: detail In
the board’s minutes, Management and the board will be more dutiful and thorough in the
recarding of their board minute meeting proceedings.

2008-03 Segregation of Duties

At this time we have determined that it is not cast effective to attempt to achieve complete
segregation of duties within the accounting functions of the ARC of DeSoto. We will, also,
establish a central account in the general ledger for the sheltered workshop revenue.

2008-04 Louisiana Audit Law violation

We concur with the auditer’s recommendaticn,

Respectfully submitted

{nga Warmsley[b%j%

Director

ADULT HABILITATION SERVICES
CONTRIBUTING TO THE COMMUNITY



